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System and Method for Electronic Sale of Goods 

Fifild Of The Invention 

The present invention relates to a system and method for 
5 enabling buyers and sellers of goods to transact with 
each other. More particularly, the present invention 
provides the transactional capability to buyers of goods 
to have open account trade credit with a plurality of 
sellers and provides sellers of goods with improved risk 
10 assessment and decreased credit costs for buyers of the 
goods . 

Background Information 

Corporate procurement processes involving relatively low 
value purchases, generally defined as less than $25 , 000, 
15 represent a significant percentage of corporate 

procurement transactions. The processing of such low 
value transactions, however, is plagued by timely and 
costly processing of paper requests for quotations 
(RFQs) , purchase orders (POs) , invoices and payments. 

20 In corporate to corporate transactions between major 

trading partners, such as two large corporations well- 
known to each other, the practice of the selling party 
providing credit, or trade terms, to the buyer, is firmly 
embedded in tradition and creates strong relationships 

25 between such major trading partners. The same practice, 
however, creates significant problems where the buying 
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party is not a major trading partner, but is a buyer 
heretofore unknown to the seller. 

The selling party in such a transaction may be unwilling 
5 to commit marketing resources to seek and/or close 

transactions with these anonymous buyers. The selling 
party also may be reluctant to absorb the cost of 
analyzing and approving credit exposure, as well as the 
cost of absorbing credit losses. The expenses associated 

10 with expending marketing resources and making informed 
credit decisions may keep many corporations from 
exploiting the large but relatively unknown and 
unpredictable universe of small buyers. The selling 
corporation must also contend with the problem of 

15 collecting payment from numerous small buyers. 

In practice, corporate sellers must expend significant 
resources to make appropriate credit decisions with 
regard to their minor trading partners . 

The above arrangement poses problems for the minor 
20 trading partner/buyer as well. The buyer, for example, 
is often faced with limited access to new vendors and 
encounters delays in effecting purchases. Moreover, if a 
vendor to whom the buyer is unknown is unwilling to 
extend trade credit, the buyer must go through the 
25 complex and time-consuming task of obtaining third-party 
financing (e.g., through a letter of credit, working 
capital loan or other means) to effect its purchase. 
However, these methods require negotiations with a 
lender, usually a bank or a finance company, and carry 
30 high transaction costs. They are therefore inappropriate 
or uneconomical for small to midsize purchases. As a 
result, many purchases are made from "the usual" vendor, 
not from a new but unknown vendor who may actually be the 
most efficient supplier. 
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As mentioned earlier, in corporate to corporate 
procurement transactions, it is customary for the 
transaction to involve some form of credit. This credit, 
often referred to as "open account trade credit, " is 
5 provided by the seller, generally at no charge to the 
buyer, for a set period of time, normally 3 0 days. 
Buyers generally do not explicitly pay for the receipt of 
open account trade credit and consider this free credit 
part of the established seller/buyer relationship. 

10 In addition to open account credit terms offered by the 
selling party, there are several other types of 
commercial credit options. One option for relatively 
small purchases is a commercial credit card. Credit 
cards operate by having the institution issuing the 

15 credit card, the merchant bank, provide the cardholder 
with a revolving line of credit that can be used to buy 
goods from sellers who accept the credit card. The 
revolving line of credit allows the cardholder to pay for 
credit card purchases over a period of time at an 

20 interest rate set by the merchant bank. For example, 
VISA® and MASTERCARD® Bankcard Association cards 
represent typical consumer credit cards offering a 
revolving line of credit. 

Once a buyer makes a purchase with the credit card, the 
25 seller is paid by the merchant bank, less a predetermined 
service fee, often referred to as an "interchange fee," 
and the merchant bank then invoices the buyer for 
payment. As an example of a typical commercial credit 
card transaction, if a cardholder makes a $1,000 
30 purchase, the merchant bank then pays the seller $1,000 
less the amount of the interchange fee. For example, if 
the issuing institution charges a 2% interchange fee, 
then the seller would be paid $980, with $20 remaining 
with the merchant bank, the interchange fee usually being 
3 5 shared with the Bankcard Association. 



WO 96/21192 



PCT/US96/00256 



Another type of commercial credit option is a travel and 
entertainment card. An example of a consumer travel and 
entertainment card would be an AMERICAN EXPRESS® card or 
DINERS CLUB® card. Unlike a credit card, a travel and 
5 entertainment card is considered open-ended credit with 
payment in full due ac the time of billing; it does not 
extend a revolving credit line to the buyer/ cardholder . 
A seller paid by a travel and entertainment card receives 
the amount of the transaction less a predetermined 

10 discount fee, in a manner similar to payment received 
from a credit card purchase. Often, however, the 
discount rate for a travel and entertainment card is 
higher than the disccunt fee for a credit card because 
travel and entertair-nent cards are not finance charge 

15 driven. 

Credit cards and travel and entertainment cards provide a 
uniform level of risk assessment to the seller; the 
seller pays a predetermined interchange fee regardless of 
the actual credit risk presented by the buyer. Thus, the 
seller does not receive risked-based pricing from the 
card- issuing institution representative of the actual 
credit risk presented by the individual buyer. In 
addition, credit cards and travel and entertainment cards 
generally bill cardholders on a regular basis, e.g. 
monthly, as opposed to invoice billing that is often 
preferred in commercial transactions. 

An emerging area in commercial transactions is electronic 
communication of financial transactions. Technological 
advances in computer networks and communication systems 
3 0 have been applied to processing of purchase and credit 
transactions . Applications of computer technology to 
financial transactions include Electronic Data 
Interchange (EDI) . EDI provides a standardized format 
for the communication of business documents between the 
35 computers of two companies. Through the use of EDI, a 
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vendor may electronically receive purchase orders 
directly into an accounting system and transmit invoices 
back to the vendor. EDI is used by a variety of 
businesses including manufacturing companies , wholesale 
5 and retail trade companies and financial institutions. 

Another application of improved computer technology to 
commercial transactions is the emergence of electronic 
commerce. Electronic commerce includes the use of 
electronic networks as electronic marketplaces for 
business to business or consumer transactions. 
Electronic commerce services can include electronic 
brokerages, distributorships or clearinghouses that 
facilitate trade via electronic interchange media such as 
a public network (e.g., the Internet), or proprietary 
access networks. For example, electronic commerce 
services can include catalog services utilizing 
electronic networks such as EDI systems, electronic mail 
and telephone/ facsimile connections, as well as CD-ROM 
technology. Electronic commerce services often operate 
in real-time and can help reduce distribution costs and 
help sellers reach new markets. 

Electronic commerce generally does not, however, offer 
financial services to the seller such as payment, 
settlement, credit assessments of buyers, and collection 
25 services. Whereas credit cards are being adapted for 

consumer electronic commerce, they have not specifically 
addressed the needs of business to business electronic 
commerce. Thus, there are no current systems for 
processing low value corporate to corporate transactions 
30 which handle all aspects of the transaction including 
electronic brokerage, risk management and electronic 
payment, and also provide risk assessment of buyers 
tailored to the credit risk presented by individual 
buyers. Finally, "smart purchasing" via electronic 
3 5 commerce, by which buyers and sellers can structure the 
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most efficient transactions by searching electronically 
for the best available counterparty, is defeated by the 
need to rely on traditional techniques for credit 
analysis and payment before a transaction can be 
5 consummated. 

Summary Of The Invention 

In accordance with a first embodiment of the present 
invention, a system provides transactional services among 
sellers and buyers having no previous relationship with 

10 each other. The system includes a financial 

clearinghouse for receiving a registration application 
for registering buyers with the financial clearinghouse 
and also for receiving a request for goods or services 
from the buyers via a computer network or other 

15 electronic medium. The financial clearinghouse makes a 
dynamic real-time risk classification of each buyer 
utilizing an on-line repository of credit data, including 
either in-house data or data obtained from a commercial 
credit service. The financial clearinghouse further 

2 0 determines a risk -based discount rate as a function of 
the buyer's risk classification to establish a payment 
amount to a seller by the clearinghouse. The financial 
clearinghouse also determines a credit line for each 
buyer. 

25 If the buyer's risk classification is acceptable, the 

clearinghouse provides a preliminary authorization for a 
proposed purchase by the buyer and transmits a request 
for quotation for the desired goods or services, along 
with the discount rate, to the seller or sellers who are 

30 electronically coupled to the financial clearinghouse via 
the computer network. The financial clearinghouse then 
receives price quotes from sellers responding to the 
request. The buyer may then choose to place an order 
from a particular seller or sellers, for example, by 

35 selecting the seller with the lowest price. The 
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financial clearinghouse determines a final credit 
authorization for the amount of the transaction and then 
the selected seller or sellers are electronically- 
notified of the buyer's order by the financial 
5 clearinghouse. After the seller provides a notice of 
shipment of the goods, the financial clearinghouse 
transmits the payment amount to the seller, net of the 
discount, and also transmits an invoice to the buyer for 
the purchase price of the transaction. 

10 In accordance with a second embodiment of the present 

invention, the financial clearinghouse, the buyer and the 
sellers are coupled to a broker, implemented, for 
example, as a computer system, which provides an on-line 
quote and order processing service. In accordance with 

15 the second embodiment, the financial clearinghouse can 

receive a registration application either directly from a 
potential buyer or via the broker which receives the 
registration application from the buyer and transmits the 
application to the financial clearinghouse for 

20 registering the buyer with the clearinghouse. Once the 
registration application is accepted by the financial 
clearinghouse, the broker can receive a request for goods 
or services from the buyer. As in the first embodiment 
of the present invention, the financial clearinghouse, in 

25 the processing of the buyer' s registration application, 
utilizes an on-line repository of credit data to 
determine a risk classification for the buyer. The 
clearinghouse also determines a credit line for the buyer 
and a risk-based discount rate as a function of the 

30 buyer's risk classification to establish a payment amount 
to a seller from the clearinghouse if the buyer 
eventually places an order. 



According to the second embodiment of the present 
invention, once the broker receives a request for goods 
3 5 or services from a buyer, the broker requests a 
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preliminary authorization of the transaction from the 
financial clearinghouse. If the risk rating of the buyer 
is acceptable to the financial clearinghouse, the 
clearinghouse provides an approval message to the broker 
and the broker transmits the request for the desired 
goods, along with the discount rate, to the seller or 
sellers who are electronically coupled to the broker. 
The broker then receives price quotes from sellers 
responding to the request and transmits the quotes to the 
buyer. The buyer .*nay then choose to place an order from 
a particular seller cr sellers, for example, by selecting 
the seller with the lowest price. The broker submits the 
buyer's order to the financial clearinghouse for final 
credit approval. Upon final credit approval by the 
financial clearinghouse, the clearinghouse notifies the 
broker and the broker, in turn, notifies the selected 
seller or sellers to complete the buyer's order. After 
the seller provides a notice of shipment of the goods, 
the financial clearinghouse transmits the payment amount, 
less a discount fee, to the seller and also transmits an 
invoice to the buyer for the purchase price of the 
transaction. 

The system and method according to the present invention 
facilitates corporate to corporate trade by providing on- 
line electronic trade brokerage, credit risk management 
and electronic payment and collection services which 
supports an emerging class of electronic intermediaries 
in wholesale commerce, referred to as electronic commerce 
services. The credit risk management feature of the 
present invention provides a dynamic risk evaluation 
system for obtaining on- the- fly credit evaluations of 
buyers to facilitate automated ordering and processing of 
goods, including risk- based pricing for sellers. 

The system and method according to the present invention 
benefits sellers by providing risk- based pricing, 
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reducing administrative expenses such as credit 
department, receivables management, and collection 
expenses, reducing the credit risk normally associated 
with small buyers, providing rapid payment to the seller 
5 and thereby reducing the seller's working capital 

requirement, and, by servicing a large number of buyers, 
enabling the seller to tap into new markets. 

The system and method according to the present invention 
benefits buyers by eliminating frustrating and costly 
delays associated with purchasing from new or occasional 
sellers, allowing buyers to price shop among sellers via 
electronic commerce for an optimal price and selection of 
goods without needing a prior business relationship or to 
establish separate credit facilities for each seller, 
reducing the buyer's administrative expenses in 
submitting RFQs, POs , reconciling invoices and making 
payments, and providing invoice billing. 

The present invention accomplishes these and other 
objectives by providing a system for electronically: 
2 0 establishing credit approval and an accompanying credit 
line for the purchase of the desired goods based on a 
dynamic risk classification of the buyer (which credit 
line can be used with any participating seller) ; placing 
a request for the purchase of goods; placing a purchase 
25 order for the goods, the shipment of which triggers 
payment to the seller of the goods from a financial 
clearinghouse for the amount of the transaction less a 
discount fee utilizing risk-based pricing; and invoicing 
the buyer for payment of the purchase price of the goods 
30 by the clearinghouse. 

Brief Description Of The Drawings 

Figure 1A shows a first embodiment of a system according 
to the present invention for enabling buyers and sellers 
of goods to transact with each other. 
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Figure IB shows a second embodiment of a system according 
to the present invention for enabling buyers and sellers 
of goods to transact with each other, including a broker. 

Figure 2 shows a financial clearinghouse according to the 
5 present invention. 

Figure 3A is an illustrative flow chart showing the 
processing of a credit application, including determining 
a dynamic risk classification of a buyer, according to 
the second embodiment of the present invention. 

10 Figure 3B is an illustrative flow chart showing the 

processing of a credit application, including determining 
a dynamic risk classification of a buyer, according to 
the first embodiment of the present invention. 

Figure 4A is an illustrative flow chart showing a 
15 buy/sell transaction according to the second embodiment 
of the present invention. 

Figure 4B is an illustrative flow chart showing a 
buy/sell transaction according to the first embodiment of 
the present invention. 

20 Figure 5A shows a chart of exemplary rules for 

determining a final authorization of a transaction 
according to the present invention. 

Figure 5B shows another chart of exemplary rules for 
determining a final authorization of a transaction 
25 according to the present invention. 
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Detailed Description Of The Invention 
Figure 1A shows a first embodiment of the present 
invention for enabling buyers and sellers to transact 
with each other. As shown in Figure 1A, a plurality of 
5 buyers 20 and sellers 10 are coupled to a communications 
network 5. Also coupled to the communications network 5 
is a financial clearinghouse 40. 

The communications network 5 can be an open network, such 
as the Internet, or a private access network, such as a 
local area network (LAN) or a private wide area network 
(WAN) . In order to protect the security of 
communications on the network 5, the communications 
network 5 can include a security system. For example, 
the network 5 can support authenticated, encrypted 
communications between the buyers 20, sellers 10, and 
financial clearinghouse 4 0 using known authentication and 
data encryption systems. A suitable protocol for 
communications over the communication network 5 can be, 
for example, the TCP/IP protocol using conventional IP 
host addresses and names . 

According to the present invention, a buyer 20 desires to 
purchase goods from a seller 10. The financial 
clearinghouse 4 0 provides trade credit to buyers 20 and 
payment and collection services to sellers 10. The 
25 sellers 10 coupled to the financial clearinghouse 40 can 
be selected by the clearinghouse 40. For example, the 
financial clearinghouse 4 0 can use performance criteria 
with respect to quality and delivery of goods, and/or 
require that all sellers 10 be capable of communications 
30 via EDI in selecting sellers 10. The clearinghouse 40 
also provides an order acceptance and processing 
capability between buyers 20 and sellers 10. Before a 
buyer 20 can use the financial clearinghouse services to 
purchase goods, however, the buyer 20 must complete a 
3 5 registration application with the financial clearinghouse 
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40. The registration application can be completed on- 
line via the communications network 5, or off-line via, 
for example, a paper application. 

The buyers 20 and sellers 10 are each coupled to the 
communications network 5 via a buyer computer 21 and a 
seller computer ll, respectively. Similarly, the 
financial clearinghouse 4 0 is coupled to the 
communications network 5 via a financial clearinghouse 
computer 41. The buyer computers 21, seller computers 11 
and financial clearinghouse computer 41 can be, for 
example, UNIX* based computer systems. For example, the 
buyer computers 21 and seller computers 11 can be IBM 
compatible personal computers or workstations coupled to 
the communications network 5 via a modem. The financial 
clearinghouse computer 41 can be, for example, an IBM 
RS6000 Model C-10 computer system. Communications 
between the buyer computers 21, seller computers 11 and 
financial clearinghouse computer 41 are controlled by the 
communication network 5 protocol, such the as TCP/IP 
protocol . The format for communications between the 
clearinghouse 40, sellers 10 and buyers 20 may include, 
for example, standard ANSI X.12 EDI formats, where 
applicable. Thus, the system 1A utilizes computer 
systems and networks to allow buyers 20 and sellers 10 to 
transact business without any prior relationship between 
them. 

When the financial clearinghouse 40 receives the 
registration application, the clearinghouse 40 processes 
the application to determine whether or not to accept the 
registration application. In making this determination, 
the financial clearinghouse 4 0 obtains pertinent credit 
information on the buyer 20 and determines a risk 
classification, a discount fee and a credit limit for the 
buyer 20. The processing of the registration application 
can be done in real time in response to receipt of the 
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registration application and the processing is shown in 
detail in Figure 3 . 

The risk classification represents the financial 
clearinghouse's evaluation of the credit risk presented 
5 by the buyer 20, based on a variety of factors, including 
for example: the financial condition of the buyer; the 
industry condition and outlook; the geographic condition 
and outlook; the number of years the buyer has been in 
business; credit reports; any outstanding legal actions; 

10 consumer credit report on principals (for small 

entities) ; and bank references. This risk classification 
can be determined by an algorithm in the financial 
clearinghouse 4 0 which evaluates some or all of the 
factors identified above, or can be based on a credit 

15 report obtained from a credit reporting agency, such as a 
Dun & Bradstreet® report, a TRW® report, or an EQUIFAX® 
report, or by a combination of the above methods. Thus, 
each buyer 2 0 that registers with the clearinghouse 4 0 
obtains an individualized risk classification based on 

20 the buyer's particular credit information. 

Once the clearinghouse 40 determines the risk 
classification for the buyer 20, the clearinghouse 40 
determines a discount fee based on the risk 
classification. The discount fee represents the 

25 percentage of the dollar value of a transaction by the 
buyer 20 that the clearinghouse 40 will charge a seller 
10 for facilitating the purchase by the buyer 2 0 through 
the clearinghouse 40. Thus, the discount fee represents 
risk- based pricing to the seller 10 based on the credit 

3 0 risk actually presented by the buyer 20. 

Also as part of the financial clearinghouse's processing 
of the buyer's registration application, the 
clearinghouse 40 determines a credit line for the buyer 
20 based on the credit information obtained on the buyer. 
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Once the buyer's registration application is accepted by 
the clearinghouse 4 0 and the risk classification, 
discount fee and credit limit have been determined, the 
buyer 2 0 can request quotes for goods and place purchase 
5 orders via the financial clearinghouse 40. 

The buyer 2 0 is now electronically coupled to and 
registered with the clearinghouse 40 , but may have no 
prior relationship with the sellers 10. The buyer 20 
then issues a RFQ to the clearinghouse 40 for goods or 
10 services from sellers 10. The clearinghouse 40 receives 
the request and assigns a transaction ID that accompanies 
all messages associated with this transaction. 

Upon receiving the RFQ, the financial clearinghouse 40 
performs a request for risk rating (RRR) to determine 

15 preliminary authorization for financial clearinghouse 40 
financing of the potential transaction. The RRR, for 
example, verifies that the buyer 20 is registered with 
the financial clearinghouse 40 and also provides the 
risk- based discount fee that has been determined for the 

2 0 buyer 20. If the RRR is acceptable, then the 

clearinghouse 40 transmits the RFQ to the seller or 
sellers 10 via the communications network 5. 

In response to the RFQ message, the seller or sellers 10 
provide quotes for the requested goods to the 

25 clearinghouse 40. The clearinghouse 40 gathers all of 

the quotes and forwards them to the buyer 20. The buyer 
20 identifies the desired goods and sellers, based on the 
responsive quotes, and the buyer 20 sends a PO to the 
clearinghouse 40. After receiving the PO, the 

30 clearinghouse 40 performs a hard authorization for final 
authorization of the transaction in the amount of the PO. 
The hard authorization, for example, involves a review of 
the risk classification and available credit line of the 
buyer 20 to determine whether the clearinghouse 40 should 
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authorize the transaction. Exemplary rules for 
responding to the hard authorization are shown in Figures 
SA and 5B. 

Once the clearinghouse 40 authorizes credit approval for 
the amount of the PO, the PO is transmitted to the 
identified seller or sellers 10. The seller 10 either 
accepts or rejects the PO. If the seller 10 does not 
accept the PO, then the clearinghouse 40 allows for 
negotiations between the buyer 20 and seller 10, either 
on-line via the communications network 5 or off-line, 
e.g., via a meeting or written correspondence. If the 
negotiations are conducted off-line, the process can 
allow for human intervention and then a subsequent 
resumption of electronic processing of the transaction by 
the financial clearinghouse 40. Any modifications that 
increase the amount of the PO must be re- authorized by 
the clearinghouse 40. After the seller 10 accepts the 
PO, the seller 10 ships the goods to the buyer 20 and 
transmits a notice of shipment (NOS) to the financial 
clearinghouse 40. 

Upon receipt of the NOS, the clearinghouse 40 checks the 
NOS against the PO to ensure shipment of the proper goods 
in accordance with the PO and provides for either on-line 
or off-line dispute resolution if there is a discrepancy. 
The clearinghouse 4 0 then invoices the buyer 2 0 for the 
amount of the PO and creates an account receivable. 
Accounts receivable can be, for example, net 30 days. At 
the same time, an account payable to the seller 10 is 
also established in the amount of the PO less the risk- 
based discount fee retained by the financial 
clearinghouse 40. The financial clearinghouse 40 also 
can provide for disputes against the seller 10 for 
nonperformance and/or returns by the buyer 20 by either 
an on-line process via the communications network 5 or an 
off-line process via a meeting or written correspondence. 
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If the negotiations are conducted off-line, the process 
can allow for human intervention and then a subsequent 
resumption of electronic processing of the transaction by- 
financial clearinghouse 40. 

5 Referring now to Figure IB, a second embodiment of the 
present invention is shown for enabling buyers and 
sellers to transact with each other. In Figure IB, a 
plurality of buyers 20, sellers 10 and a financial 
clearinghouse 4 0 are coupled to a communications network 

10 5. Also coupled to the communications network 5 is a 

broker 30 that provides an on-line order acceptance and 
processing capability between buyers 20 and sellers 10. 
The functions provided by the broker 30 can be 
implemented, for example, as a computer system. Multiple 

15 brokers 3 0 can be coupled to a single financial 

clearinghouse 40. For example, each broker 3 0. associated 
with a clearinghouse 40 can be assigned a unique number 
to be used in the exchange of EDI messages between the. 
broker 3 0 and the financial clearinghouse 40. The 

20 elements shown in Figure IB that have the same reference 
numerals as the elements shown in Figure 1A are the same 
or similar element and will not be described in detail 
for Figure IB. 

According to the second embodiment of the present 
25 invention, a buyer 2 0 desires to purchase goods from a 

seller 10. The financial clearinghouse 40 is coupled to 
the sellers 10 and buyers 20, via the broker 20, for 
providing trade credit and payment and collection 
services. Sellers 10 can be identified and selected by 
30 the broker 30 as a function of performance criteria with 
respect to quality and delivery of goods, and/or 
requiring that all sellers 10 be capable of supporting 
EDI communications. Before a buyer 2 0 can use the 
financial clearinghouse services to purchase goods, 
35 however, the buyer 2 0 must complete a registration 
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application with the financial clearinghouse 40. 

The buyers 2 0 and sellers 10 are each coupled to the 
communications network 5 via a buyer computer 21 and a 
seller computer 11, respectively. Similarly, the broker 
5 30 and the financial clearinghouse 40 are coupled to the 
communications network 5 via a broker computer 31 and a 
financial clearinghouse computer 41. The broker computer 
31 can be, for example, a UNIX® based computer system or 
other system, for example, an IBM compatible personal 

10 computer or a workstation coupled to the communications 
network 5 via a modem. Communications between the buyer 
computers 21, seller computers 11, broker computer 31 and 
financial clearinghouse computer 41 are controlled by the 
communication network 5 protocol, such as the TCP/IP 

15 protocol . The format for communications between the 

clearinghouse 40, broker 30, sellers 10 and buyers 20 may 
include, for example, standard ANSI X.12 EDI formats. 
Thus, the system IB utilizes computer systems and 
networks to allow buyers 20 and sellers 10 to transact 

2 0 business without any prior relationship between them via 
a broker 30. 

When the financial clearinghouse 40 receives the 
registration application, either via the broker 30 over 
the communications network 5 or directly from the buyer 

25 20 via a paper application, the clearinghouse 40 

processes the application to determine whether or not to 
accept the registration application. In making this 
determination, the financial clearinghouse 40 obtains 
pertinent credit information on the buyer 20 and 

30 determines a risk classification, a discount fee and a 
credit limit for the buyer 20 in the same manner as 
described with respect to the first embodiment of the 
present invention shown in Figure 1A. 

After completing a registration application which is 

- 17 - 



WO 96/21192 



PO7US96/00256 



accepted by the financial clearinghouse 40, the buyer 20 
is registered with the clearinghouse 40, but may have no 
prior relationship with the sellers 10. The buyer 20 can 
then issue a request for quotation (RFQ) to the broker 30 
5 for goods or services from a seller or sellers 10. The 
broker 3 0 receives the RFQ in electronic form and assigns 
a transaction ID that accompanies all messages associated 
with this transaction. 

Upon receiving the RFQ, the broker 3 0 transmits a request 
10 for risk rating (RRR) to the financial clearinghouse 40 
to determine preliminary authorization for clearinghouse 
40 financing of the potential transaction. The RRR, for 
example, verifies to the broker 3 0 that the buyer 20 is 
registered with the financial clearinghouse 40 and also 
15 provides the discount fee that has been determined for 
the buyer 20 by the financial clearinghouse 40. The 
financial clearinghouse 40 provides a response to the RRR 
to the broker 30, which may be an ACCEPT, REJECT or PEND 
message. If the RRR is determined to be an ACCEPT by the 
20 clearinghouse 40, then the broker 30 transmits the RFQ 40 
the seller or sellers 10 via the communications network 
5. 

In response to the RFQ message, the seller or sellers 10 
provide quotes for the requested goods to .the broker 30. 

25 The broker 3 0 gathers all of the quotes and forwards them 
to the buyer 20. The buyer 20 identifies the desired 
goods and sellers based on the quotes and the buyer 20 
sends a purchase order (PO) to the broker 30. After 
receiving the PO, the broker 30 requests a hard 

3 0 authorization for final authorization of the transaction 
in the amount of the PO from the financial clearinghouse 
40. The hard authorization, for example, reviews the 
risk classification and available credit line of the 
buyer 20 to determine whether the clearinghouse 4 0 should 

35 authorize the transaction. The response to the hard 
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authorization request by the broker 3 0 can be an ACCEPT, 
REJECT or PENDING message . 

Once the clearinghouse 40 provides an ACCEPT message to 
the broker 30 and thereby authorizes credit approval for 
5 the amount of the PO, the broker 3 0 transmits the PO to 
the identified seller or sellers 10. The seller 10 
either accepts or rejects the PO. If the seller 10 does 
not accept the PO, then the broker 3 0 allows for 
negotiations between the buyer 20 and seller 10, either 

10 on-line via the communications network 5 or off-line, 
e.g., via a meeting or written correspondence. Any 
modifications that increase the amount of the PO must be 
re-authorized by the clearinghouse 40. After the seller 
10 accepts the PO, the seller 10 ships the goods to the 

15 buyer 20 and transmits a notice of shipment (NOS) to the 
broker 30. 

Upon receipt of the NOS, the broker 3 0 checks the NOS 
against the PO to ensure shipment of the proper goods in 
accordance with the PO and provides for dispute 

20, resolution if there is a discrepancy. After the broker 
30 verifies the NOS , the clearinghouse 4 0 invoices the 
buyer 20 for the amount of the PO. Accounts receivable 
can be, for example, net 3 0 days. At the same time, 
accounts payable to the seller or sellers 10 are also 

25 established in the amount of the PO less the discount fee 
retained by the financial clearinghouse 40. The broker 
30 can handle disputes against the seller 10 for 
nonperformance and returns by the buyer 20. 

Figure 2 shows a financial clearinghouse 40 according to 
30 an embodiment of the present invention. The financial 
clearinghouse 4 0 is electronically coupled to the 
communications network 5 and includes a message processor 
42, an EDI translator 43, a main processor 41, an input 
device 44A, a display device 44B, a memory 45, and a 
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reverse EDI translator 46. 

The message processor 4 2 receives messages from a buyer 
20 or seller 10 , in accordance with the first embodiment 
of the present invention, or from a broker 30, in 
5 accordance with the second embodiment of the present 

invention. The message processor 42 can be, for example, 
an IBM RS6000 Model 2 50 computer system. There is a 
firewall between the message processor 42 and the 
financial clearinghouse main processor 41. Thus, for 

10 example, the message processor 42 receives an electronic 
message from a broker 30 via the communications network 
5. The message processor 42 transmits the received 
message to the EDI translator 43 so that the message can 
be translated from its EDI format to an ASCII format that 

15 can be read by the main processor 41. The EDI translator 
can be, for example, a PREMENOS® EDI translator. 

Once the message is translated into ASCII format, the 
main processor 41 processes the message. The main 
processor 41 can be, for example, an IBM RS6000 Model C- 
2 0 10 computer system. Connected to the main processor 41 
is a memory 45 used to store the data operated upon by 
the present invention. The memory 45 also stores an 
accounting package 4 7 for billing, collection and payment 
purposes, for example, the REALWORLD® accounting package 
25 or other known accounting package. Execution of the 
instructions of the accounting package 47 by the main 
processor 41 will establish an accounts receivable (A/RJ 
database in the memory 4 5 for storing pertinent data 
regarding amounts paid by the buyers 20 and due to 
30 sellers 10 and brokers 20, and also historical A/R data. 
The memory 4 5 also includes a database package 48, such 
as the ORACLE® package or other known database package. 
The database package 4 8 is programmed to provide 
instructions to the main processor 41 for the form of 
35 input of information into the financial clearinghouse 40, 
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and also to provide the rules for the credit analysis 
performed by the financial clearinghouse (e.g. the risk 
classification, discount fee, and the credit line) . The 
database package 4 8 also will establish a credit database 
5 in the memory 4 5 for storing pertinent credit data, such 
as risk rating, discount fee and credit limit for each 
buyer 20 that is registered with the financial 
clearinghouse 40. 

In addition, an input device can be coupled to the main 
10 processor 41. The input device 44A can be, for example, 
a keyboard and/or a mouse, or any other device capable of 
receiving instructions from a user. The input device 44A 
can also be a link to another computer system or network 
for, e.g., accessing data stored in one or more storage 
15 devices located at various locations within a computer 

network. A display device 44B also can be coupled to the 
main processor 41 and can be any output device that is 
capable of displaying data to a user. 

When a message has been processed by the main processor 
20 41, and in response a message is to be transmitted from 
the financial clearinghouse to a buyer 20, seller 10 or 
broker 30, then the message output from the main 
processor 41 is translated by a reverse EDI translator 
46. The reverse EDI translator, for example, a PREMENOS® 
25 Reverse EDI Translator, translates the main processor 41 
message from its ASCII format back to the EDI format 
which is used for communications via the communications 
network 5 . 

The financial clearinghouse 40 can support either paper 
30 invoicing, electronic invoicing or electronic debit for 
billing and payment. Electronic invoicing, for example, 
can be accomplished by the use of standard EDI messages. 
Automatic debiting for payment from the buyer 2 0 to the 
financial clearinghouse 4 0 can be accomplished, for 
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example, by the use of standard Authorized Clearing House 
("ACH") debit transactions. Similarly, the financial 
clearinghouse 4 0 can support check, ACH or EFT options 
for payments to the sellers 10. 

Figures 3A and 3B each show an illustrative flowchart of 
the processing of a registration application from a 
potential buyer 2 0 by the financial clearinghouse 4 0 
according to the present invention. In step SI, the 
financial clearinghouse receives a completed registration 
application from zhe buyer 20. The completed 
registration application can be received by the 
clearinghouse 4 0 in several ways. According to the first 
embodiment of the present invention, the buyer's computer 
21 establishes a connection with the financial 
clearinghouse computer 41 and the buyer 2 0 is prompted to 
provide the required information, for example, via a 
pull -down screen. According to the second embodiment of 
the present invention, the buyer's computer 21 
establishes a connection with the broker's computer 31 
and the buyer 20 is prompted to provide the required 
information. The broker 3 0 then forwards the completed 
application to the financial clearinghouse 40. 
Alternatively, the buyer 20 could complete the credit 
application off-line, such as by a paper application 
mailed to the financial clearinghouse 40 for processing. 

The type of information required for the credit 
application can include, for example, general business 
information, business demographics information, and 
purchase order information. General business information 
includes, for example, the buyer's name, address, phone 
number and authorized officials. Business demographics 
information includes, for example, the type of business 
structure (e.g., public corporation, private corporation, 
government, etc.), the nature of the business, annual 
sales, years in business and bank references. Purchase 
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order information includes, for example, an invoice 
mailing address, an accouncs payable contact and purchase 
order requirements. 

Once the financial clearinghouse 4 0 receives the 
5 registration application, in step S2 the financial 

clearinghouse determines a risk classification of the 
buyer. As discussed earlier, the risk classification is 
based on a variety of factors including for example: the 
financial condition of the buyer; the industry condition 

10 and outlook; the geographic condition and outlook; the 
number of the buyer's years in business; credit reports; 
any outstanding legal actions; consumer credit report on 
principals (for small entities) ; and bank references. 
The risk classification represents the financial 

15 clearinghouse's evaluation of the credit risk presented 
by each individual buyer 20. In addition, "artificial 
intelligence" or "neural network 11 systems can be 
incorporated into the risk classification determination 
to identify transactions or trends which depart from the 

20 general trend for the buyer 20, or which suggest a 
pattern of declining credit quality. 

The risk classification can be, for example, a numerical 
value of 1 through 5, wherein risk classification 1 
represents a low credit risk, risk classification 2 

25 represents a moderate credit risk, risk classification 3 
represents an average credit risk, risk classification 4 
represents significant credit risk and risk 
classification 5 represents high credit risk. A risk 
classification of 0 indicates that the buyer is bankrupt 

30 or a debtor in possession. The risk classification can 
be determined as a function of the factors mentioned 
above, based on information provided by the buyer and on- 
line credit information obtained from commercial credit 
reporting services, such as TRW®, EQUIFAX® and Dun & 

35 Bradstreet® credit services. The risk classification can 
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also be obtained on-line directly from a commercial 
credit report, such as a Dun & Bradstreet® credit report. 

In step S3, the financial clearinghouse 40 determines 
whether the buyer has an acceptable risk classification. 
5 For example, if the buyer 20 has been in business for 

less than three years, has no credit score report from a 
recognized credit reporting agency, has a risk 
classification of 0. has no reported trade references, or 
has a risk classification of 5 in conjunction with an 

10 unsatisfactory payment history rating, then the buyer 20 
has an unacceptable risk classification. If one of the 
above conditions is satisfied, the financial 
clearinghouse 40 will reject the application in step S4 
and inform the broker of the rejection. Otherwise, the 

15 buyer's risk classification is acceptable and the 
financial clearinghouse continues processing the 
registration application. 

In step S5, buyer acceptance criteria are applied against 
the buyer's risk classification. Thus, even if the buyer 

20 20 passes step S4, the registration application can still 
be rejected by the financial clearinghouse 40 if, for 
example, the buyer 2 0 is engaged in illegal activities, 
operates within cerciin designated industries, or is 
located in a country with which commerce is restricted 

25 pursuant to government regulations. If the buyer 20 
fails to pass the buyer acceptance criteria, the 
registration application is rejected in step S4. If the 
buyer acceptance criteria are satisfied, however, then 
the financial clearinghouse 40 determines a credit line 

30 for the buyer 20 in step S6. 

The credit line established for the buyer 20 in step S6 
can be determined as a function of the average high 
credit extended to the buyer 20 and the buyer's risk 
classification score. Table 1 shows a set of exemplary 
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rules for establishing the credit limit for a buyer 20 
based on average high credit and risk classification. 



TABLE 1 



RISK 


FACTOR 


CLASS. 




1 


3 


2 


2 


3 


2 


4 


1 


5 


1 



Thus, for a buyer 20 with a risk classification l, the 
average high credit value for the buyer 2 0 is multiplied 
by 3 to determine che amount of the buyer's credit line. 
Similarly, for a risk classification 5, the average high 

15 credit value is multiplied by 1 to determine the credit 

limit. The average high credit value is a measure of the 
credit balances historically carried by the buyer 20 and 
is readily determinable by an algorithm of the financial 
clearinghouse 4 0 based on buyer- supplied information and 

20 external credit sources, or the value can be obtained 

directly from a commercial credit report. Alternatively, 
other information can be used to set the credit limit, 
such as median high credit. The financial clearinghouse 
4 0 also can set a cap on the credit line to be extended 

25 to any buyer 20, regardless of the buyer's risk 
classification. 

Both the credit line and the risk classification can have 
associated expiration dates to ensure that the buyer's 
creditworthiness remains current. Extensions of new 
3 0 credit will not be automatically made, for example, once 
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the expiration date is reached. The financial 
clearinghouse 4 0 can instead automatically select buyers 
20 with expiring credit limits or risk classifications, 
automatically review and adjust the values or terminate 
5 the buyer's credit. 

In step S7, the financial clearinghouse determines a 
discount fee for the buyer. The discount fee can be 
determined as a function of the risk classification, as 
shown by Table 2. 
10 TABLE 2 



RISK 


DISC. % 


CLASS . 




1 


X 


2 


X+l 


3 


X+2 


4 


X+4 


5 


X+6 



Thus, for example, for a buyer 2 0 with a risk 
classification 1, the discount fee can be within a 

20 selectable range X, such as 2%-4%. Similarly, for a 

buyer 20 with a risk classification 5, the discount fee 
can be in a selectable range X+6, such as 8% -10%. For 
example, a $1,000 purchase by a buyer 20 would result in 
the seller 10 being paid $980 <$1,000-$20) for a risk 

25 classification l buyer and an X«2% discount fee, but only 
paid $920 ($1,000-$B0) if the buyer 20 had a risk 
classification 5 and an 8% (8%»X+6%, where X=2%) discount 
fee. Thus, the discount fee determined by the present 
invention is a risk -based fee reflective of the credit 

3 0 risk presented by each buyer 20. In step S8, the buyer 

20 is informed of acceptance of the credit application by 
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the financial clearinghouse 40. 

Figure 4 is an illustrative flowchart of a buy/sell 
transaction according to the second embodiment of the 
present invention. The flowchart illustrates the steps 
5 performed by the system following step S8 shown in Figure 
3 {i.e. # after the buyer 2 0 is informed of acceptance by 
the financial clearinghouse 40) . 

Once a buyer 20 has registered with the financial 
clearinghouse 40, in step S10 the buyer 20 sends a 

10 request for quotation (RFQ) to the broker 30. The broker 
30 receives the RFQ in step Sll and then sends a request 
for risk rating (RRR) message to the financial 
clearinghouse 40. In response to the RRR message from 
the broker 30, in step S12 the financial clearinghouse 40 

15 responds with an ACCEPT, REJECT OR PENDING message to the 
broker 30. 

If the clearinghouse 4 0 provides a REJECT message 
indicating that the buyer 20 has been rejected by the 
clearinghouse 40 for credit, then in step S13.1 the 

20 broker 3 0 sends a message to the buyer 20 informing the 
buyer of the rejection. In step S13.2, the buyer 2 0 can 
contact the clearinghouse 4 0 directly regarding the 
rejection. If the clearinghouse 40 provides an ACCEPT 
message indicating that the buyer 20 is registered with 

25 the clearinghouse 40, then in step S14 the broker 30 

transmits the RFQ to the appropriate seller or sellers 
10. 

The clearinghouse 4 0 provides a PENDING message when the 
RRR is received at a time when the clearinghouse 40 is 
30 not available, e.g., the financial clearinghouse computer 
41 is down, or if there is an error detected in the RRR 
message. In step S15.1, the broker 3 0 waits for the 
clearinghouse 40 to process the RRR and provide either an 
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ACCEPT or REJECT message. In step S15.2, the broker 30 
receives either an ACCEPT or REJECT message from the 
financial clearinghouse 40. If the message is a REJECT , 
then the broker 3 0 informs the buyer 20 of the rejection 
via step S13.1, and the buyer can contact the 
clearinghouse regarding the rejection in step S13.2. If 
the message is an ACCEPT, however, then the broker 
transmits the RFQ to the appropriate seller or sellers 10 
in step S14. 

In step S16, the seller or sellers 10 receive the RFQ and 
in response, transmit a quotation for the goods to the 
broker 30. In step S17, the broker 30 assembles all of 
the received quotes and transmits the quotes to the buyer 
20. In step S18, the buyer 20 selects the desired goods 
and the seller or sellers 10 from whom the buyer 2 0 wants 
to purchase the goods . Then, the buyer 2 0 sends a 
purchase order <P0) to the broker 30. The broker 30 
receives the PO from the buyer 2 0 in step S19 and 
transmits a request for a hard authorization to the 
financial clearinghouse 40. 

The hard authorization represents the financial 
clearinghouse's final authorization for financing the 
transaction between -:he buyer 20 and the seller or 
sellers 10 in the amount of the PO. The financial 
clearinghouse 4 0 processes the hard authorization in step 
S20 and responds with an ACCEPT, REJECT or PENDING 
message to the broker 30. Exemplary of the rules used by 
the financial clearinghouse 40 to determine the response 
to the hard authorization request are shown in Figures 5A 
and 5B. 

If the financial clearinghouse 40 provides the broker 30 
with a REJECT message in response to the hard 
authorization request, the broker 30 informs the buyer 20 
of the rejection in step S21.1 and the buyer 20 can 
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contact the financial clearinghouse 40 directly, either 
on-line or off-line, regarding the rejection in step 
S21.2. If the financial clearinghouse 40 provides the 
broker 30 with an ACCEPT message in response to the hard 
5 authorization request, the clearinghouse 40 freezes the 
credit line of the buyer 2 0 in the amount of the PO in 
step S22 . Once the financial clearinghouse 40 freezes 
the credit line of the buyer 20, the amount of the line 
that is frozen cannot be used for other transactions by 
10 the buyer 20 until the freeze is lifted. Thus, the buyer 
20 can only seek further clearinghouse financing with any 
remaining portion of the credit line ( "the open-line"). 

If the financial clearinghouse 40 provides the broker 30 
with a PENDING message in response to the hard 

15 authorization request, in step S23.1 the financial 

clearinghouse conducts additional on-line or off-line 
processing to determine whether to accept or reject the 
request, and, the broker 3 0 waits for the subsequent 
ACCEPT or REJECT message. If the clearinghouse 40 

2 0 provides a REJECT message, the broker 3 0 informs the 

buyer 20 of the rejection in step S21.1 and the buyer 20 
can directly contact the financial clearinghouse 4 0 in 
step S21.2. If the clearinghouse provides an ACCEPT 
message, however, then the clearinghouse freezes the 

2 5 credit line of the buyer 2 0 in the amount of the PO in 
step S22 . 

After the broker 30 receives an ACCEPT message from the 
financial clearinghouse 40 in response to a hard 
authorization request, the broker 20 transmits the PO to 
30 the appropriate seller or sellers 10 in step S23 . In 
step S24, the seller or sellers 10 process the PO and 
responds to the broker 3 0 with an ACCEPT , REJECT or 
MODIFY message. 

If the seller or all sellers 10 provide the broker 3 0 
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with a REJECT message, the broker 3 0 cancels the 
transaction in step S26.1 and the buyer 20, the seller or 
sellers 10, and the financial clearinghouse 40 receive a 
CANCEL message in step S26.2. If the seller or sellers 
5 10 provide the broker 3 0 with an ACCEPT message in 
response to the PO, then the broker 3 0 sends a 
CONFIRMATION message to all parties in step S26. 

If the seller or sellers 10 provide the broker 30 with a 
MODIFY message in response to the PO, however, then the 
10 broker 30 negotiates a modified PO between the buyer 20 
and seller or sellers 10 in step S25.1. Step S25.1 can 
be done either on-line via the communication network 5 or 
off-line. If the negotiations are conducted off-line, 
the process can allow for human intervention and then a 
15 resumption of electronic processing of the transaction by 
financial clearinghouse 40. In step S25.2, the buyer 20 
and the seller or sellers 10 either ACCEPT or REJECT the 
modified PO. If the broker 3 0 receives a REJECT message 
from either party, then the broker 30 cancels the 
20 transaction in step S26.1 and all parties receive a 

CANCEL message in step S2 6. 2. If the broker 3 0 receives 
an ACCEPT message from both parties, however, then in 
step S27 the broker determines whether the amount of the 
PO changed. If the amount of the PO changed, then in 
25 step S28 the broker 3 0 transmits a request to change 
authorization (RCA) message to the financial 
clearinghouse 40 which may include an authentication from 
the buyer 20. If the amount of the PO did not change, 
then the broker 3 0 sends a CONFIRMATION message to all 
30 parties in step S26. 

In step S29, the financial clearinghouse 40 provides the 
broker 30 with an ACCEPT, REJECT or PENDING message in 
response to the RCA message from the broker 30. If the 
broker receives a REJECT message from the financial 
3 5 clearinghouse 40, then the broker 3 0 negotiates a 
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modified PO between the buyer 2 0 and seller 10, starting 
with step S25.1. The negotiations between the buyer 20 
and seller 10 via the broker 30 can continue until the 
modified PO is agreed upon and a time limit on the hard 
5 authorization APPROVAL provided by the financial 

clearinghouse 4 0 does not expire. If the broker 30 
receives an ACCEPT message from the financial 
clearinghouse 4 0 in response to the RCA message from the 
broker 30, the broker 3 0 sends a CONFIRM message to all 
10 parties in step S26. 

If the broker 3 0 receives a PENDING message from the 
financial clearinghouse 40 in response to the RCA message 
from the broker 30, the broker 3 0 waits for either an 
ACCEPT or REJECT message from the financial clearinghouse 
40 in step S3 0.1 while the clearinghouse processes the 
changed PO, either on-line or off-line. If the broker 3 0 
receives a REJECT message in step S30.2, then the broker 
3 0 negotiates a modified PO between the buyer 20 and 
seller 10 starting with step S25.1. If the broker 3 0 
receives an ACCEPT message in step S30.2, however, then 
broker 3 0 sends a CONFIRM message to all the parties in 
step S26. The financial clearinghouse 40 adjusts the 
amount of the frozen credit line in response to the 
amount of the modified PO. 

25 Once the seller or sellers 10 receive the CONFIRM message 
from the broker 30, the seller or sellers 10 begin 
processing the agreed upon PO in step S31. After the 
seller or sellers 10 complete the buyer's PO, in step S32 
the seller or sellers 10 transmits a notice of shipment 

3 0 (NOS) to the broker 30. The seller or sellers 10 can 
transmit a complete NOS or a partial NOS. In step S33, 
the broker 30 compares the NOS received from the seller 
or sellers 10 with the PO to determine whether the NOS 
matches the PO and represents a complete NOS or a partial 

35 NOS. If the NOS received from the seller or sellers 10 
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matches the PO and represents either the complete amount 
or a partial amount of the PO, then in step S34, the NOS 
is transmitted to the financial clearinghouse 40 for 
processing against the buyer's credit line. As the 
5 financial clearinghouse 40 processes the NOS , the credit 
line of the buyer 20 is reduced by the amount of the NOS. 
The credit line is restored as the buyer 20 pays the 
resulting invoice from the clearinghouse 40. 

In step S35, the broker 3 0 determines whether the PO has 
10 been completed by the seller or sellers 10, which may 

take multiple NOSs . When the PO is complete, the broker 
30 sends a CLOSE PO message to the financial 
clearinghouse 40. 

If there is a discrepancy between the NOS and the PO, in 
step S36 the broker 3 0 negotiates the NOS dispute between 
the buyer 2 0 and the seller or sellers 10 so that the 
buyer 10 either ACCEPTS or REJECTS the NOS from the 
seller or sellers 10 in step S37. If the buyer 10 
REJECTS the NOS in step S3 7, then the broker 30, in step 
S38, cancels the transaction, sends a CANCEL message to 
all of the parties (buyer 20, seller or sellers 10, 
financial clearinghouse 40) and attempts to retrieve any 
goods already shipped to the buyer 10. If the buyer 10 
ACCEPTS the NOS in step S3 7, then the broker sends the 
NOS to the financial clearinghouse 4 0 for processing 
against the buyer's credit line in step S39 . 

Although Figure 4A has been described with respect to the 
second embodiment of the present invention, which 
includes a broker 3 0 that acts as an on-line quote and 
3 0 order processing service, the first embodiment of the 
present invention performs substantially the same 
processing of a buy/sell transaction with the financial 
clearinghouse 40 performing the functions described as 
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being performed by the broker 30, as shown in Figure 4B. 

Figure 5A illustrates an exemplary set of rules used by 
the financial clearinghouse 4 0 according to the present 
invention to respond to a hard authorization request from 
5 a broker 30 when a buyer 20 has placed a PO with the 

broker 20, and the PO amount is equal to or less than the 
Open Line. As shown in Figure 5A, the hard authorization 
rules depend on the following factors: the Buyer's Risk 
Classification; the Available Open Line (i.e., the 

10 buyer's credit line minus any existing balance owed to 
the financial clearinghouse 4 0 minus any amount of the 
line that has been frozen in response to another 
authorized PO of the buyer 20); Open Invoices; the 
buyer's Payment History; and the Authorization Amount. 

15 In addition, the response to a hard authorization request 
can depend on the number of disputed transactions 
involving the buyer 30. 

The Risk Classification factor refers to the buyer's risk 
classification, i.e. the rating of 1 to 5 that is 

20 generated by the financial clearinghouse 40 or is 

obtained directly from a commercial credit report on the 
buyer 20. The Available Open Line Factor refers to 
whether the buyer has credit line available for the 
current transaction. The Available Open Line can also 

25 include a dispute indicator which indicates when a buyer 
20 disputes an invoice from the financial clearinghouse 
40 (e.g., the buyer 20 refuses to pay an invoice because 
of some dissatisfaction with the goods delivered by the 
seller 10, and the invoice becomes past due) . Thus, for 

3 0 example, if the buyer 20 disputes three or more invoices 
that have become past due, then the financial 
clearinghouse 40 resets the buyer's credit line to 0. 
Accordingly, the Available Open Line becomes 0 and the 
buyer 20 # cannot complete a purchase through the financial 

35 clearinghouse 40. In addition, any invoice that is 
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disputed is treated as frozen and thus subtracted from 
the buyer's credit line for determining the Available 
Open Line . 

The Open Invoices factor refers to outstanding invoices 
5 due to the financial clearinghouse 40 by the buyer 20. 
If there are outstanding invoices, the open invoices 
factor also includes how many days the invoice is past 
due, e.g., less than 30 days, between 30 and 44 days or 
greater than 4 5 days. The Payment History factor refers 
10 to the buyer's payment history with the financial 

clearinghouse 40 for the past six months. The Payment 
History factor includes how many days the buyer's 
payments to the financial clearinghouse 40 were past due, 
e.g. greater than 15, 3 0 or 45 days past due. 

15 As a function of the factors shown in Figure 5A, a 

response of the financial clearinghouse 40 to a hard 
authorization request is either an APPROVAL, PEND or 
REJECT. Once the financial clearinghouse 40 provides an 
APPROVAL message, the APPROVAL message has a time limit 

20 within which the buyer 2 0 and seller 10 must agree upon 
the PO. While the system according to the present 
invention provides for negotiations of disputes over the 
PO, agreement between the parties must be reached before 
the hard authorization response expires, or otherwise a 

25 new request for a hard authorization must be made by the 
broker 20. 

For example, if a buyer 20 is a risk classification 4, 
has available open line, has open invoices against the 
financial clearinghouse 40 that are 16-30 days past due, 
30 has no payments . to the financial clearinghouse 40 in the 
past six months that were more than 30 days past due, and 
the amount of the PO is less than or equal to the 
available open line, then the response of the financial 
clearinghouse 4 0 to a hard authorization request from a 
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broker 3 0 shown in Figure 5A would be an APPROVAL. At 
this time, the financial clearinghouse 40 freezes a 
portion of the buyer's credit line equal to the amount of 
the PO. 

5 If, however, a buyer 20 is a risk classification 1, 2 or 
3, has available open line, has at least one open invoice 
against the financial clearinghouse 40 that is 30-44 days 
past due, has at lease one payment to the financial 
clearinghouse 4 0 in the past six months that was greater 

10 than 45 days past due, and the PO amount is equal to or 
less than the buyer's available open line, then the 
response of the financial clearinghouse 40 to a hard 
authorization request from the broker 30 shown in Figure 
5A would be a PEND . In response to the PEND message, the 

15 financial clearinghouse 40 evaluates additional credit 
and payment information, such as payment trends of the 
buyer 20 obtained from a commercial credit report. Based 
on the evaluation of the additional information, the 
financial clearinghouse 4 0 then provides the broker 30 

20 with an APPROVAL or a REJECT message. The evaluation of 
additional information by the financial clearinghouse 40 
can be done on line or can be done off-line, allowing for 
human intervention by financial clearinghouse 40 
personnel and a subsequent resumption of electronic 

25 processing of the transaction. 

Also, as shown in Figure 5A, regardless of the risk 
classification of the buyer 20, if the buyer 20 has no 
available open line, the financial clearinghouse 40 
provides a PEND message in response to a hard 
30 authorization request from a broker 30. In response to 
the PEND message, the financial clearinghouse 40 reviews 
the amount of the current credit line of the buyer 20 for 
possible adjustment and then provides either an APPROVAL 
or REJECT message to the broker 30. 
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Figure 5B illustrates an exemplary set of rules used by 
the financial clearinghouse 40 according to the present 
invention to respond to a hard authorization request from 
a broker 30 when a buyer 20 has placed a PO with the 
broker 30, and the PO amount is up to 10% greater than 
the credit line of the buyer 20. As shown in Figure 5B, 
the hard authorization rules depend on the same factors 
shown in Figure 5A and thus the factors will not be 
described further. The rules shown in Figure 5B operate 
similarly to the rules shown in Figure 5A. For example, 
if a buyer 20 is a risk classification 4, has available 
open line, has no open invoices against the financial 
clearinghouse 40, had more than one payment that was at 
least 1-15 days past due, and the PO amount is less than 
or equal to 10% ever the buyer's open line, the financial 
clearinghouse 4 0 provides a REJECT message in response to 
a hard authorization request from the broker 30. 

Although Figures 5A and 5B have been described with 
respect to the second embodiment of the present 
invention, which includes a broker 3 0 who acts as an on- 
line quote and order processing service, the first 
embodiment of the present invention performs 
substantially the same processing of a hard authorization 
request with the financial clearinghouse 40 performing 
the functions described as being performed by the broker 
30 . 
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what ?s Clftipiefl *g = 

1. A financial clearinghouse for providing 
transactional services among at least one seller and a 
plurality of buyers, the financial clearinghouse being 
coupled to the at least one seller and to each of the 
plurality of buyers via a communications network, the 
financial clearinghouse comprising: 

means for automatically determining a risk 
classification for one of the plurality of buyers; 

means for automatically determining a risk- 
based discount fee for the one of the plurality of buyers 
as a function of the risk classification, the discount 
fee establishing a percentage of a purchase price of 
goods or services requested by the one of the plurality 
of buyers which will be transmitted to the at least one 
seller; 

means for authorizing one of a request for 
goods or services and an acceptance of the request for 
goods and services; 

means for automatically transmitting an amount 
equal to the purchase price less the discount fee 
multiplied by the purchase price to the at least one 
seller; and 

means for automatically transmitting an invoice 
in an amount equal to the purchase price to the one of 
the plurality of buyers. 

2. The financial clearinghouse according to claim 1, 



wherein the means for automatically determining 
the risk classification is responsive to a registration 
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application from the one of the plurality of buyers, and 
further comprising: 

means for receiving the request for goods or 
services from the one of the plurality of buyers; 

means for forwarding the request for goods or 
services to the at least one seller; and 

means for receiving at least one of the 
acceptance of the request and a rejection of the request 
from the at lease one seller. 

3. The financial clearinghouse according to claim 2, 

wherein the means for automatically 
transmitting an amount is triggered based on a first 
predetermined criteria and 

wherein the means for automatically 
transmitting a bill is triggered based on a second 
predetermined criteria. 

4. The financial clearinghouse according to claim 3 f 

wherein the first predetermined criteria and 
the second predetermined criteria include whether a 
notice of shipment has been received from the seller. 

5. The financial clearinghouse according to claim l, 
further comprising: 

a broker coupled between the at least one 
seller and the plurality of buyers via a communications 
network, the broker including 
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means for receiving the request for goods 
or services from one of the plurality of buyers, 

means for forwarding the request for goods 
or services to the at least one seller, and 

means for receiving at least one of the 
acceptance of the request and a rejection of the request 
from the at least one seller. 

6. A financial clearinghouse for providing 
transactional services to a plurality of sellers and a 
plurality of buyers, :he financial clearinghouse being 
coupled to each of the plurality of sellers and to each 
of the plurality of buyers via a communications network, 
the financial clearinghouse comprising: 

means for receiving a registration application 
from one of the plurality of buyers; 

means for automatically determining a risk 
classification for the one of the plurality of buyers 
based on credit information retrieved from an on-line 
credit repository in response to receipt of the credit 
application; 

means for automatically determining a risk- 
based discount fee as a function of the risk 
classification, the discount fee establishing a 
percentage of a purchase price of goods or services 
requested by the one of the plurality of buyers which 
will be transmitted to the plurality of sellers; 

means for receiving a request for goods or 
services from one of the plurality of buyers; 

means for forwarding the request for goods or 
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services to at least one of the plurality of sellers; 

means for receiving at least one of an 
acceptance and a rejection of the request for goods or 
services from the at least one of the plurality of 
sellers; 

means tor enabling the one of the plurality of 
buyers to select at least one of the plurality of sellers 
providing an acceptance; 

means for authorizing at least one of the 
request for goods :r services and the acceptance of the 
request for goods or services; 

means for transmitting an amount equal to the 
purchase price less the discount fee multiplied by the 
purchase price to the one of the plurality of sellers 
selected by the one of the plurality of buyers; and 

means for transmitting an invoice in an amount 
equal to the purchase price to the one of the plurality 
of buyers . 

7. The financial clearinghouse according to claim 6, 

wherein the means for transmitting an amount 
is triggered based on a first predetermined criteria and 

wherein the means for transmitting a bill is 
triggered based on a second predetermined criteria. 

8. The financial clearinghouse according to claim 7, 

wherein the first predetermined criteria and 
the second predetermined criteria include whether a 
notice of shipment has been received. 
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.9. A computer- implemented method of providing 
transactional services among at least one seller and a 
plurality of buyers , comprising the steps of : 

automatically determining a risk classification 
for one of the plurality of buyers ; 

automatically determining a risk-based discount 
fee for the one of the plurality of buyers as a function 
of the risk classification, the discount fee establishing 
a percentage of a purchase price of goods or services 
requested by the one of the plurality of buyers which 
will be transmitted to the at least one seller; 

authorizing one of a request for goods or 
services and an acceptance of the request for goods and 
services; 

automatically transmitting an amount equal to 
the purchase price less the discount fee multiplied by 
the purchase price to the at least one seller; and 

automatically transmitting an invoice in an 
amount equal to the purchase price to the one of the 
plurality of buyers. 

10. The method according to claim 9, 

wherein the step of automatically determining 
the risk classification is responsive to a registration 
application from the one of the plurality of buyers, and 
further comprising the steps of: 

receiving the request for goods or services 
from the one of the plurality of buyers; 

forwarding the request for goods or services to 
- 41 - 



WO 96/21192 



PCT/US96/00256 



the at least one seller; and 

receiving at least one of the acceptance of the 
request and a rejection of the request from the at least 
one seller. 

11. The method according to claim 10, 

wherein the step of automatically transmitting 
an amount is triggered based on a first predetermined 
criteria and 

wherein the step of automatically transmitting 
an invoice is triggered based on a second predetermined 
criteria . 



12. The method according to claim 11 f 

wherein the first predetermined criteria and 
the second predetermined criteria include whether a 
notice of shipment has been received from the seller. 

13. The method according to claim 9, 

wherein a broker is coupled between the at 
least one seller and the plurality of buyers via a 
communications network, and further comprising the steps 
of : 

receiving, in the broker, the request for 
goods or services from one of the plurality of buyers, 

forwarding the request for goods or 
services from the broker to the at least one seller, and 

receiving, in the broker, at least one of 
the acceptance of the request and a rejection of the 
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request from the at least one seller. 

14. A computer- implemented method for providing 
transactional services among at least one seller and a 
plurality of buyers, the method comprising the steps of: 

receiving, in a financial clearinghouse, a 
registration application from one of the plurality of 
buyers ; 

automatically determining a risk classification 
for the one of the plurality of buyers in response to 
receipt of the registration application; 

determining a risk-based discount fee as a 
function of the risk classification, the discount fee 
establishing a percentage of a purchase price of the 
goods or services which will be transmitted to the 
seller; 

receiving, in the financial clearinghouse, a 
request for goods or services from one of the plurality 
of buyers ; 

forwarding the request for goods or services to 
the seller; 

receiving at least one of an acceptance and a 
rejection of the request for goods or services from the 
seller; 

authorizing at least one of the request for the 
goods or services and the acceptance of the request for 
goods or services; 



if an acceptance is received, transmitting an 
amount equal to the purchase price less the discount fee 
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multiplied by the purchase price to the seller; and 

transmitting an invoice in an amount equal to 
the purchase price to the one of the plurality of buyers. 

15. The method according to claim 14, 

wherein the step of receiving one of an 
acceptance and a rejection further includes receiving a 
notice of shipment of the goods or services to the one of 
the plurality of buyers from the seller, and 

wherein the step of transmitting an amount 
equal to the purchase price less the discount fee further 
includes transmitting an amount equal to the purchase 
price less the discount rate multiplied by the purchase 
price to the seller after the notice of shipment is 
received. 

16 . A system for providing transactional services among 
a plurality of sellers and a plurality of buyers, the 
system comprising: 

a broker, coupled between the plurality of 
sellers and the plurality of buyers via a communications 
network, the broker including means for receiving at 
least one of a registration application from one of the 
plurality of buyers and a request for goods or services 
from one of the plurality of buyers, the request 
including information identifying the one of the 
plurality of buyers; 

a financial clearinghouse coupled to the broker 
via the communications network, the financial 
clearinghouse including 
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means for receiving the registration 
application from one of the plurality of buyers from the 
broker; 

means for determining, in real time, a risk 
classification for the one of the plurality of buyers 
based on credit information retrieved from an on-line 
credit repository in response to receipt of the credit 
application, 

means for determining a discount fee as a 
function of the risk classification, the discount fee 
establishing a percentage of a purchase price of the 
goods or services which will be transmitted to at least 
one of the plurality of sellers, 

means for transmitting the discount fee to the. 

broker; 

the broker further including 

means for receiving the discount fee from the 
financial clearinghouse, 

means for transmitting the discount fee and the 
request for goods or services to at least one of the 
plurality of sellers, 

means for receiving at least one of an 
acceptance and a rejection of the request for goods or 
services from the at least one of the plurality of 
sellers ; 

means for allowing the one of the plurality of 
buyers to select at least one of the at least one of the 
plurality of sellers providing an acceptance; 
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means for transmitting the one of an acceptance 
and a rejection of the request for goods or services to 
the financial clearinghouse; 

the financial clearinghouse further including 

means for receiving the one of an acceptance 
and a rejection of the request for goods or services from 
the broker, 

if an acceptance is received, means for 
authorizing the acceptance by the one of the plurality of 
buyers, 

means for transmitting an amount equal to the 
purchase price less the discount rate multiplied by the 
purchase price to the selected one of the plurality of 
sellers, and 

means for transmitting an invoice in an amount 
equal to the purchase price to the one of the plurality 
of buyers. 



17. The system according to claim 16, 



wherein, in the financial clearinghouse, the 
means for receiving the one of an acceptance and a 
rejection further includes means for receiving a notice 
of shipment of the goods or services to the one of the 
plurality of buyers, and 

wherein the means for transmitting an amount 
equal to the purchase price less the discount fee further 
includes means for transmitting an amount equal to the 
purchase price less the discount fee multiplied by the 
purchase price to the selected one of the plurality of 
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sellers when an acceptance of the request and a notice of 
shipment is received. 
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